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These  Observations  were  drawn  up  in  October  last,  at  the 
request  of  the  Archbishop  of  Dublin,  in  reply  to  an  appli- 
cation from  Mr.  JosephHIume,  for  his  Grace’s  opinion  on 
the  questions  raised  by  the  select  committee  of  the  House 
of  Commons  on  the  Income  and  Property  Tax.*  The 
observations  having  met  with  His  Grace’s  concurrence  ? 
were  sent  to  Mr.  Hume,  and  were  published  by  him  in  the 
Daily  News , in  January  of  the  present  year;  with  an  inti- 
mation that  although  he  differed  in  many  points  from  the 
writer,  he  thought  the  statement  would  amply  repay  perusal. 
They  are  now  re-published,  on  account  of  the  increasing 
importance  of  the  question  of  the  adjustment  of  the  Income 
Tax. 


W.  N.  H. 


1 5th  February , 1853. 


* See  Report  and  Evidence  taken  before  Mr.  Hume’s  Committee. 
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OBSERVATIONS  ON  THE  INCOME  TAX. 


It  is  obvious  that  the  full  development  of  the 
free-trade  policy  must  lead  to  the  progressive 
substitution  of  direct  for  indirect  taxation.  And 
hence  the  importance  of  the  question  raised  by 
Mr.  Hume,  which  may  be  stated  in  the  words  of 
Adam  Smith: — “How  can  the  subjects  of  a state 
contribute  to  the  support  of  the  government  as 
nearly  as  possible  in  proportion  to  their  respective 
abilities?” 

The  three  modes  which  have  been  proposed  to 
effect  this  object  are — by  taxes  on  the  production 
and  importation  of  commodities,  by  taxes  on  pro- 
perty, and  by  taxes  on  income. 

A s to  the  first  class  of  taxes,  “ those  on  the 
production  and  importation  of  commodities,”  the 
great  objections  are  that  they  interfere  with  in- 
ternal or  external  trade,  that  they  enhance  the 
price  of  commodities  far  beyond  the  net  amount 
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actually  received  from  them,  and  that  they  lead  to 
extensive  smuggling  and  fraud. 

As  to  “taxes  on  property,”  the  objection  is,  that 
in  the  case  of  the  largest  class  of  the  community, 
those  who  live  by  labour  alone,  their  ability  to 
pay  taxes  is  not  measured  by  the  amount  of  their 
property;  inasmuch  as  many,  living  from  day  to 
day  on  large  earnings,  have  no  property  at  all. 
And  this  objection  cannot  be  removed  by  any  of 
the  plans  for  considering  wages  as  a species  of  life 
property,  which  can  be  valued  like  an  annuity,  it 
being  well  known  that  the  wages  of  individuals 
and  of  trades  undergo  changes  according  to  laws 
entirely  different  from  those  by  which  the  value  of 
an  annuity  is  determined. 

A “ tax  on  income,”  rightly  conceived,  is  the 
real  solution  of  the  proposed  question,  and  is  the 
solution  suggested  by  Adam  Smith  himself,  for  he 
says: — “ The  abilities  of  the  tax-payers  are  in  pro- 
portion to  the  revenue  which  they  respectively 
enjoy  under  the  protection  of  the  state.” 

Now,  the  revenue  or  income  of  a tax -payer, 
which  is  the  real  measure  of  his  ability  to  pay 
taxes,  can  be  reduced  to  four  distinct  elements: — 

1st.  The  wages  a man  receives  for  his  labour. 

2nd.  The  profit  he  derives  from  the  use  of  his 
capital. 

3rd.  The  rent  he  gets  out  of  his  land. 

4th.  The  value  of  any  property,  whether  real  or 
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moveable,  which  he  obtains  by  gift  or  succession, 
during  the  year.* 

Such  is  the  scientific  conception  of  income ; such 
also  is  the  meaning  attached  to  it  by  any  person 
who  prepares  with  any  skill  an  annual  “ profit  and 
loss  ” account,  or  an  annual  account  of  “ income 
and  expenditure.”  It  follows,  therefore,  that  a 
perfect  income  tax  includes  a tax  on  gifts  and  suc- 
cessions, as  well  as  a tax  on  wages,  profits,  and 
rents. 

When  it  is  asked,  “ How  can  Sir  Robert  Peel's 
partial  income  tax  (absurdly  named,  an  income  and 
property  tax)  be  made  more  equitable  ?”  the  answer 
is  plain.  By  extending  it  so  as  to  include  all  classes 
of  incomes;  viz.: — 

1st.  By  extending  it  to  all  incomes  from  wages 
profits,  and  rent,  below  £150  and  exceeding  £20 
a year. 

2nd.  By  extending  it  to  incomes  from  wages, 
profits,  and  rent  in  Ireland. 

3rd.  By  extending  it  to  the  succession  to  free- 
hold property  in  land. 

The  succession  to  personal  property  is  already 
taxed  at  a higher  rate  than  any  other  species  of 
income  in  the  United  Kingdom,  by  the  probate  and 
legacy  duties.  But  these  duties,  which  are  really 


* See  a paper  u On  the  General  Principles  of  Taxation , as  illustrating 
the  advantages  of  a Perfect  Income  Taxf  read  by  me  before  the  Dub- 
lin Statistical  Society,  18th  of  November,  1850,  and  published  by  the 
Society. 
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taxes  on  income,  ought  to  be  consolidated  with  the 
income  tax,  and  the  rate  of  taxation  equalised  ; and 
then  the  extraordinary  exemption  of  succession  to 
freehold  property  would  have  to  be  abolished,  or 
would  be  put  in  such  a plain  point  of  view  as  to 
expose  the  hollowness  of  the  landlord’s  complaints 
of  peculiar  agricultural  burdens. 

The  extension  of  Sir  Robert  Peel’s  income-tax  to 
all  kinds  of  income  would  remove  the  complaints 
which  are  now  in  some  cases  justly  made  against  it 
in  its  present  state.  Thus,  a person  who  succeeds 
to  an  estate  of  £1,000  a year  in  fee  simple  now  pays 
only  the  same  amount  as  an  official  with  an  annual 
salary  of  £1,000,  namely,  £30  a year  ; and  this  is 
justly  complained  of.  But,  under  a perfect  income 
tax,  he  would  pay  in  the  first  year  of  his  ownership 
3 per  cent,  on  £30,000,  the  value  of  his  estate,  or 
£900  ; and  in  every  subsequent  year  3 per  cent,  on 
the  rent,  or  £30,  equal  to  a perpetual  payment  of 
£60  a year,  if  he  lived  for  ever,  as  the  interest  of 
£900  would  be  £30.  In  the  case  of  the  longest 
life  the  person  succeeding  to  the  freehold  estate 
would  pay  a great  deal  more  than  double  the 
amount  paid  by  the  person  receiving  £1,000  a year 
as  wages. 

None  of  the  proposed  modifications  of  the  exist- 
ing tax,  such  as  Mr.  Sotheron’s  plan  of  taxing 
incomes  under  Schedule  (D.)  at  three-fourths  of 
the  amount  levied  upon  all  other  kinds  of  pro- 
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perty,  would  be  so  favourable  to  incomes  arising 
from  wages  as  the  perfect  income  tax. 

The  objection  that  persons  on  salaries  are  now 
unfairly  taxed,  as  compared  with  fundholders  and 
other  capitalists,  has  no  foundation,  as  it  arises 
from  overlooking  that  such  capitalists  are  liable 
to  probate  and  legacy  duties,  which  impose  a 
greater  burden  on  incomes  arising  from  snccession 
than  a perfect  income-tax  would  impose. 

Nearly  all  the  other  difficulties  which  have  been 
suggested  as  objections  to  Sir  Robert  Peel’s  income- 
tax  could  be  shown  to  be  entirely  inapplicable  to  a 
perfect  income-tax. 

The  true  policy  of  taxation  to  be  adopted  by 
British  statesmen  should  therefore  be: — 

First — To  substitute  for  the  present  probate  and 
legacy  duties,  an  extension  of  the  income-tax,  so  as 
to  include  successions  to  personal  property. 

Secondly — An  extension  of  the  income-tax,  to 
include  successions  to  real  property. 

Thirdly — An  extension  of  the  income-tax  to 
Ireland,  and  to  all  incomes  above  £20. 

If,  then,  a perfect  income-tax  were  thus  con- 
structed, the  rate  of  taxation  should  be  gradually 
raised  about  1 per  cent,  each  year,  commencing  at 
the  present  amount  of  3 per  cent.,  and,  as  a surplus 
arose,  indirect  taxes  should  be  gradually  taken  off. 

In  repealing  the  indirect  taxes,  it  would  be 
necessary  in  the  first  place  to  repeal  stamps  on 
conveyances  and  on  the  transfer  of  property,  which 
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are  the  real  burdens  on  land ; and  also  the  assessed 
taxes,  as  these  taxes  are  put  forward  as  the  plea 
for  exempting  successions  to  real  property  from 
taxation. 

Then  the  duties  on  tea,  sugar,  tobacco,  and  wine 
should  be  reduced,  so  as  to  avoid  all  objection  to 
extending  the  income-tax  to  incomes  below  £150. 
After  these,  the  changes  should  be  in  the  following 
order: — To  repeal 

1.  Taxes  on  knowledge. 

2.  Duties  on  fire  insurances. 

3.  Taxes  on  locomotion — railways,  coaches,  &c. 

4.  Taxes  on  law  proceedings. 

5.  Receipt  and  other  stamps. 

6.  Excise  duties. 

7.  Customs  duties. 

The  reduction  of  some  of  the  customs  duties 
should  precede  the  removal  of  the  tax  on  spirits, 
to  prevent  the  price  of  that  article  being  lowered 
before  the  prices  of  tea,  coffee,  cocoa,  wine,  and 
other  articles  which  enter  into  competition  with  it. 
The  reasons  for  the  order  of  repealing  the  indirect 
taxes  are  so  obvious  that  it  is  unnecessary  to  state 
them. 


